Verne, B. Michael T 5

From:

Sent: Friday, December 09, 2005 2:43 PM
To: Vemne, B. Michael

Subject: US Operations

Dear Mike:

| have some questions concerning whether certain license fee payments are to be included in ltem 5
of the notification form as revenue derived from US operations. | thought it would be helpful briefly to
describe the client's activities before speaking with you.

Our client, a US corporation, develops and markets engineering software. The client licenses its
software products to customers in the US and outside the US. The intellectual property covering the
core software products ("Core Products”) is held by a US subsidiary. The client also has secondary
software products ("Secondary Products"). The intellectual property covering the Secondary
Products are held by a Canadian subsidiary and a UK subsidiary.

The client licenses the products in the following ways:

Sales in the US

1. The client licenses its Core Products directly to customers in the US, and receives 100% of the
license fees. We will include this revenue in item 5.

2 The client licenses its Core Products indirectly through third-party distributors to customers in
the US, and receives 65% of the license fees. We will include the 65% received by the client in ltem
5.

3. The client licenses its Secondary Products covered by the non-US IP directly to customers in
the US, and receives 60% of the license fees (the remaining 40% is paid by the client to its non-US
subsidiaries). Am | correct that we include only the 60% received by the client in Item 57

4. The client licenses its Secondary Products covered by the non-US IP indirectly through third-
party distributors to customers in the US, and receives 25% of the license fees (the remaining 75% is
split between the distributor and the non-US subsidiaries). Am I correct that we include only the 25%
received by the client in item 57

Sales Qutside the US

5. The client licenses its Core Products directly to customers outside the US, and receives 100%
of the license fees. Am | correct that we include this revenue in ltem 57

6. The client licenses its Core Products indirectly, either through its non-US subsidiaries and/or
third-party distributors, to customers outside the US, and the client receives 65% of the license fees.
Am | correct that we include only the 65% received by the client in ltem 57

7 The client licenses the Secondary Products covered by the non-US IP indirectly through third-
party distributors to customers outside the US, and the client receives 25% of the license fees (the
remaining 75% is split between the third-party distributor and the non-US subsidiaries that hold the
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non-US subsidiaries). Am | correct that we include only the 25% received by the client in ltem 57

8. The client's non-US subsidiaries, either directly or through third-party distributors, license the
Secondary Products covered by the non-US IP to customers outside the US. The client receives no

license fee. Am | correct that we exclude all of the license fees derived by the client's non-US
subsidiaries under this scenario from ltem 57

Il plan to call you later today, or if it is more convenient for you, will be happy to correspond through
email.

Thanks very much for your assistance.

Regards,
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IRS CIRCULAR 230 DISCLOSURE:

To ensure compliance with requirements imposed by the IRS, we
inform

you that any U.S. tax advice contained in this communication
(including any attachments) is not intended or written to be used,
and

cannot be used, for the purpose of (i) avoiding penalties under the
Internal Revenue Code or (ii) promoting, marketing or recommending
to

another party any transaction or matter addressed herein.
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This message is intended only for the designated recipient(s). It
may

contain confidential or proprietary information and may be subject
to _

the attorney-client privilege or other confidentiality protections.

If you are not a designated recipient, you may not review, copy or
distribute this message. If you receive this in error, please
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